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THE WHITE HOUSE

WASHINGTON June 29, 1984
Coo75
St 2t
MEMORANDUM FOR THE PRESIDENT J=00I9
FROM: ROBERT C. McFARLANEz(?M,f /féﬁ/ﬁ oLy
SUBJECT : I v e - S
Issue

Whether to send to the Senate for advice and consent the subject tax
Convention.

Background

Important changes in the United States and Italian tax laws and the
development of a model tax treaty by the U.S. made it necessary to
replace the ex1st1ng income tax convention with Italy, whlch has
been in force since 1956.

Discussion

Among the principal features of the new Convention are the inclusion
of the Italian local income tax among the taxes covered by the
Convention, and a reduction in the tax.at source on most dividends.
The Convention also introduces a limitation on the taxation at
source of interest paid to residents of the other country. It
provides a maximum rate of tax at source of 10 percent on royalties.
The protocol provides that the benefits of the Convention are
limited to residents of the two countries, and otherwise clarifies
and supplements the Convention. The exchange of notes sets out
certain understandings between the two governments.

The State Department recommends that the Senate give early and
favorable consideration- to the Conventlon, and give advice and
consent to ratification.

Recommendation
o No
JUL 03 %4 That you sign the letter at Tab A, forwarding the
Convention to the Senate for ratification.
Attachments i

Tab A - Letter to the Senate
Tab B - Treaty Document
Tab C - Letter from Secretary Shultz

Prepared by:

/‘/47”/:’# /{l/f) 0/3 Peter R. Sommer

cc Vice President



TO THE SENATE OF THE UNITED STATES:

I transmit herewith, for Senate advice and consent to
ratification, the Convention between the Government of the
United States of America and the Government of the Republic
of Italy for the Avoidance of Double Taxation with Respect
to Taxes on Income and the Prevention of Fraud or Fiscal
Evasion ("the Convention"), together with a supplementary
Protocol and exchange of notes, signed at Rome on April 17,

1984. I also transmit the report of the Department of State
on the Convention.

Important changes in United States and Italian tax
laws and the development of a model tax treaty by the United
States made it necessary to replace the existing income tax
convention with Italy, which has been in force since 1956.

Among the principal features of the new Convéntion
are the inclusion of the Italian local income tax among the
taxes coQéred by the Convention and ‘a reduction in the tax
at source on most dividends. The Convention also introduces
a limitation on the taxation at source of interest paid to
residents of the other country. It provides a maximum rate
of tax at source of 10 percent on royalties.

The protocol provides that the benefits of the
Convention are limited to residents of the two countries, and
otherwise clarifies and supplements the Convention. The
exchange of notes sets out certain understandings between the

two governments.



I recommend that the Senate give early and favorable
consideration to the Convention, together with the
supplementary Protocol and exchange of notes, and give

advice and consent to ratification.
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ACTION June 28, 1984

MEMORANDUM FOR ROBERT C. McFARLANE

FROM: PETER R. SOMMER @@-.

SUBJECT: Convention Between the U.S. and Italy for
Avoidance of Double Taxation to Taxes on Income
and Prevention of Fraud or Fiscal Evasion

Attached at Tab I is a memo from you to the President
recommending that he transmit the above Convention, together
with a supplementary Protocol and exchange of notes, signed at
Rome on April 17, 1984.

Paul Thompson concurs.

RECOMMENDATION

That you sign the memo to the President at Tab I.

Approve ZﬂKf Disapprove

Attachments
Tab I - Memo to the President
Tab A - Letter to the Senate
Tab B - Treaty Document
Tab C - Letter from Secretary Shultz
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TO THE SENATE OF THE UNITED STATES:

I transmit herewith, for Senate advice and consent to
ratification, the Convention between the Government of the
United States of America and the Government of the Republic
of Italy for the Avoidance of Double Taxation with Respect
to Taxes on Income and the Prevention of Fraud or Fiscal
Evasion ("the Convention"), together with a supplementary
Protocol and exchange of notes, signed at Rome on April 17,
1984. I also transmit the report of the Department of State
on the Convention.

Important changes in United States and Italian tax
laws and the development of a model tax treaty by the United
States made it necessary to replace the existing income tax
convention with Italy, which has been in force since 1956.

Among the principal features of the new Convention
are the inclusion of the Italian local income tax among the
taxes covered by the Convention and ‘a reduction in the tax
at source on most dividends. The Convention also introduces
a limitation on the taxation at source of interest paid to
residents of the other country. It provides a maximum rate
of tax at source of 10 percent on royalties,

The protocol provides that the benefits of the
Convention are limited to residents of the two countries, and
otherwise clarifies and supplements the Convention. The
exchange of notes sets out certain understandings between the

two governments.




I recommend that the Senate give early and favorable
consideration to the Convention, together with the

supplementary Protocol and exchange of notes, and give

advice and consent to ratification.

!

) THE WHITE HOUSE,

a6
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CONVENTION BETWEEN THE GOVERNMENT OF THE
UNITED STATES OF AMERICA AND THE GOVERNMENT OF THE

REPUBLIC OF ITALY FOR THE AVOIDANCE OF

DOUBLE TAXATION WITH RESPECT TO TAXES ON
INCOME AND THE PREVENTION OF FRAUD OR FISCAL EVASION

The Govermment of the United States of America and the Government of
the Republic of Italy, desiring to conclude a convention for the

avoidance of doubhle taxation with respect to taxes on income and the

prevention of fraud or fiscal evasion, have agreed as follows:




Article )

PERSONAL SCOPE

]
g
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l. Except as otherwise pProvided in this Convention, this Convention

shall apply tc persons who are residents of one or both of the

i Contracting States,

2. Notwithstanding any provision of this Convention except paragraph

3 of this Arvticle, a Contracting State may tax:
- a) its residents (as determined under Article 4 (Resident)); and
g } B) its citizens by reason of citizenship

as if there were no convention between the Government of the United

States of Amnerica and the Government of Italy for the avoidance of

double taxation with respect to taxes on income and the prevention of

fraud or fiscal evasion,

;D 3. The provisions of Paragraph 2 shall not affect:
. 2) the benefits conferred by a Contracting State under paragraph
5} 3 of Article 18 (Pensions, etc.), and under Articles 23
?é (Relief from Douhle Tazation), 24 (Non—Dimczimination), and 74
{
F - (Mutual Agreement Procedure); and
1 5 , .
g | B) the henefits conferred by a Contracting State under Articles
5 ‘ 19 (Government Service), 20 (Professors and Teachers), 21
; (Students and Trainees), and 27 (Diplematic Agents ang
SO Consular Officials), upon individuals who are neither citizens
',; ;
: of, nor have immigrant status in, that state.
|
| .
i Article 2
TAXES COVERED
. 1. This Convention shall apply to taxes on income imposed on behalf
28 ‘ of a Contracting State,
R | '
l .:'
§i :
§
}_ !
5
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a)

)

in Lhe case of the United States:  the Foderal income Gaxes

imposed by the Internal Revenue Code and the excise taxes

imposed on insurance premiums paid to foreign insurers and

with respect to private foundations, but excluding

(notwithstanding paragraph 5 of Article 10 (Dividends)) the

accumulated earnings tax and the personal holding company tax,

(heveinafter referred to as "United States tax™);

in the case of Italy:

i) the individual income fax (1'imposta sul reddito delle
persone fisiche);

the corporation income tax (1'imposta sul reddito delle

[
-
—

persone giuridiche); and

iii) the local income tax (l'imposta locale sul redditi)
except to the extent imposed on cadastral income;

even if.they are collected by withholding taxes at the source

(hereinafter referred to as "Italian tax").

The Convention shall apply alsc to any identical or substantially

similar taxes which are imposed by a Contracting State after the date

of signature of this Convention in addition to, or in place of, the

existing taxes. The competent authorities of the Contracting States

shall notify each other of any significant changes which have been

made in their respective taxation laws and shall transmit to each

other any significant official published material concerning the

application of this Convention, including explanations, regulations,

rulings, or judicial decisions.




Ariiviwe 5
GENBERAT DEFINTITTONY
1. Tor the purpose of Lthis Convention, unless the context otherwise

requires:

~; a) the term "person" includes an individual, a company, an
estate, a trust, and any body of persons;

p) the term "company" means any body corporate or any entity

] which is treated as a body corporate for tax purposes;

3 % c) the terms "enterprise of a.Contracting State" and "enterprise
f of the other Contracting State” mean respectively an

enterprise carried on by a resident of a Contracting State and

i an enterprise carried on by a resident of the other

i Conktracting State;

1

d) the term "international traffic" means any transport by a ship

f:= ] or aircraft, except where such transport is solely between

places in the other Contracting State;

e) the term "competent authority" meanss
i) in the United States: the Secretary of the Treasury or

his delegate; and

H
'
§
3

ii) in Italy: the Ministry of Finance;
f) the term "United States" means the United States of America

but does not include Puerto Rico, the Virgin Islands, Guam, or

3

any other United States possession or territory. When used in

i

i

‘t

i . , :

| a geographical sense, the term United States" includes any

j area bheyond the territorial waters of the United States which,

b in accordance with customary international law and the laws of
the United States concerning the exploration and exploitation

- ' of natural resources, may be designated as an area within

d £ which the United States may exercise rights with respect to

’ ? the sea-bed and sub—sqil and natural resources;

Tves
{
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g) the term "Italy" means the Republic of italy and includes any
arcea boyond the tervitoriol wabers of Ttaly which, in
accordance with customary international law and the laws of
Italy concerning the exploration and exploitation of natural
resources, may be designated as an area within which Italy may
exercise rights with respect to the sea-bed and sub-soil and
natuval resources.

h)  Lthe term "pationals" means:

i) all individuals possessing the citizenship of a
Contracting State; and
i1i) all legal persons, partnerships, and associations
deriving their status as such from the law in force in a
Contracting State.
2, As regards the application of this Convention by a Contracting
State any term not defined therein shall, unless the context otherwise
requires, have the meaning which it has under the laws of that State

concerning the taxes to which this Convention applies.

Article 4

RESIDENT
1. TFor purposes of this Convention, the term "resident of a
Contracting state" means any person who, under the laws of that State,
is liable to tax therein by reason of his domicile, residence, place
of management, place of incorporation, or any other criterion of a
similar nature, provided, however, that:

a) this term does not include any person who is liable to tax in

that State in respect only of income from sources in that

State; and




b) in the case of income derived u: pass - - [EERRTEE TR A

aslkate, or trust, this term applies only to the extent that
the income derived by such partnership, estate, or trust is
subject to tax in that State, either in its hands or in the

hands of its partners or beneficiaries.

2 Where by reason of the provisions of paragraph 1 an individual is

a resident of both Contracting States, then his status shall be

" é determined as [ollows:
1

a) he shall be deemed to be a resident of the State in which he

has a permanent home available to him; if he has a permanent
home available to him in both States, he shall be deemed to be
; a resident of the State with which his personal and economic

§ relations are closer {center of vital interests);

b) if the State in which he has his center of vital interests

g;' : cannot be determined, or if he has not a permanent home

available to him in either State, he shall be deemed to be a

resident of the State in which he has an habitual abode;

L5
.
43
1

c) 1if he has an habitual ahode in both States or in neither of

them, he shall be deemed to be a resident of the State of

RPN

g. ' which he is a nationalj
d) if he is a national of both States or of neither of them, the

competent authorities of the Contracting States shall settle

RN R

i

1

f the question by mutual agreement.

; 3, Where by reason of the provisions of paragraph 1 a person other

1 than an individual or a company is a resident of both Contracting

i States, the competent authorities of the Contracting States shall by
mutual agreement endeavor to settle the guestion and to determine the

T - mode of application of the Convention to such person.




E Article 5
PHRRMANENT S5 TABL LS HMENT

% 1. For the purposes of this Convention, the term "permanent
i

. establishment” means a fixed place of business in which the business
‘; | © of the enterprise is wholly or partly carriéd on,

£ 2, The term "permanent establishment" shall include especially:

i a) a place of management;

| b) a branchy
i
i
I

i ¢) an office;

5 j d) a factory;

e) a workshop;
% f) a mine, quarry, or other place of extraction of natural
% resources; and

; g) a building site or construction or assembly project

which exists for more than twelve months,

3., The term "permanent establishment" shall be deemed not to include:
a) the use of facilities solely for the purpose of storage,

display, or delivery of goods or merchandise belonging to the

enterprise;

& | k) the maintenance of a stock of goods or merchandise belonging
to the enterprise solely for the purpose of storage, display,

or delivery;

¢} the maintenance of a stnck of goods or merchandise belonging
to the enterprise solely for the purpose of processing by
another enterprise;

d) the maintenance of a fixed place of business solely for the
purpose of purchasing goods or merchandise, or for collecting

information, for the enterprise;

i Yt

& e TR S




e} the maintenance of a fixed place of business solely for the

vg ] purpese of advertising, for the supply of information, Ffor
selentilic research, or for similar activities which have a

} preparatory or auxiliary character, for the enterprise.

% 4, A person acting in a Contracting State on behalf of an enterprise
% of the other Contracting State - other than an agent of an independent
status Lo whowm pavagraph 5 applies - shall be deemed to be a permanent
| < establishment in the fivst-mentioned State if he has, and habitually

: i exercises in Chat State, an authority to conclude contracts in the

name of the enterprise, unless his activities are limited to the

: purchase of goods or merchandise for the enterprise,
5, An enterprise of a Contracting State shall not bhe deemed to have a
} permanent establishment in the other Contracting State merely because
. % it carries on business in that other State through a broker, general

commission agent, or any other agent of an independent status, where

other Contracting State, or which carries on business in that other

- i gsuch persons are acting in the ordinary course of their business.
Qt 1 6. The fact that a company which is a resident of a Contracting State
e '
| controls or is controlled by a company which is a resident of the
=3 ]
T

o,

State (whether through a permanent establishment or otherwise), shall

;ﬁ ; not of itself constitute either company a permanent establishment of

the other.,

Article 6
INCOME FROM IMMOVABLE PROPERTY

1, Income derived by a resident of a Contracting State from immovable

property (including income from agriculture or forestry) situated in
the other Contracting State may be taxed in that other State.
- 2,. The term "immovable property"” ("real property"”) shall have the

meaning which it has under the law of the Contracting State in which

the property in guestion is situated, The term shall in any case

T T R
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iuclude property accessory to immovable property, livestock aug
equipnent usoed in agriculture and ferestey, and vights to which the
provisions of general law respecting landed property apply. Usufruct
of immovable property and rights to variable or fixed payments as
consideration for the working of, or the fight to work, mineral de-
posits, sources, and other'natural resources shall also be considered
immovagle property; ships, bcats, and aircraft shall not be regarded
as immovable property.

3. The provisions of paragraph 1 shall'apply to income derived from
the direct use, letting, or use in any other form of immovable
property.

4, The provisions of paragraphs 1 and 3 shall also apply to the
income from immovable property of an enterprise and to income from

immovable property used for the performance of independent personal

services,

Article 7

BUSINESS PROFITS
1. The profits of an enterprise of a Contracting State shall be tax-
able only in that State unless the enterprise carries on business in
the other Contracting State through a permanent establishment situated
therein., If the enterprise carries on business as aforesaid, the
profits of the enterprise may be taxed in the other State but only so
much of them as is attributable to that permanent establishment.
2, Subject to the provisions of paragraph 3, where an enterprise of a
Contracting State carries on business in the other Contracting State
through a permanent establishment situated therein, there shall in
each Cdntracting State be attributed to that permanent establishment

the profits which it might be expected to make if it were a distinct

and separate enterprise engaged in the same or similar activities

s



smAav #he anne ar gimilar conditions and dealing wholly independently

wilh the enterprise of which it is o pewmanent establishment and othev
| associated enterprises.
3, In determining the profits of a permanent establishment, there

shall be allowed as deductions expenses that are attributable to the

activities of the permanent establishment, including a reasonable

allocation of executive and general administrative expenses, whether

N Ih i ek

incurred in Lhe State in which the permanent establishment is situated

! or elsewhere.

4, No profits shall be attributable to a permanent establishment by

o

reason of the mere purchase by that permanent establishment of goods
! 3 : or merchandise for the enterprise.

5, For the purposes of the precediné paragraphs, the profits to be
E attributed to the permanent establishment shall be determined by the

same method year by year unless there is good and sufficient reason to

the contrary.
6. Where profits include items of income which are dealt with
separately in other Articles of this Convention, then the provisions

of those Articles shall not be affected by the provisions of this

Article.

Article 8
SHIPPING AND AIR TRANSPORT
1. DProfits of an enterprise of a Contracting State from the operation
in internaticnal traffic of ships or aircraft shall be taxable only in

that State.

|
|
!
|
|

2, The provisions of paragraph 1 shall also apply to profits derived

from the participation in a pool, a joint business, or an

international cperating agency.

[ Rmeanr man -
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Article 9
ASSQCTATED ENPERPRISES
Where
a) an enterprise of a Contracting State participates directly or
indirectly in the management, contrel, or capital of an
enterprise of the other Contracting State; or
b} the same persons participate directly or indirectly in the
management, control, or capital of an enterprise of a
Contracting State and an enterprise of the other Contracting
State,
and in either case conditions are made or imposed between the two
enterprises in their commercial or financial relations which differ
from those which would be made between independent enterprises, then
any profits which would, but for those conditions, have accrued to one
of the enterprises, but, by reason of those conditions, have not so

accrued, may be included in the profits of that enterprise and taxed

accordingly.,

Article 10

DIVIDENDS
1. DRividends paid by a company which is a resident of a Contracting
State to a resident of the other Contracting State may be taxed in
that other State,
2, However, such dividends may also be taxed in the Contracting State
of which the company paying the dividends is a resident and according
to the laws of that State, but if the beneficial owner of the divid-

ends is a resident of the other Contracting State, the tax so charged

shall not excead:
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a) (i) 5 percent of the gross amount of the dividends if the
benelivial owner iw o vompaiy whivh has owned more than
i . 50 percent of the voting stock of the cowmpany paying the
i dividends for a 12 month period ending on the date the
| dividend is declared; and
(ii) 10 percent of the gross amount of the dividends if the
beneficial owner is a company which is not entitled to

i the benefits of clause (i) but which has owned 10 percent

or more of the voting'stock of the company paying the

: ) dividends for a l2-month period ending on the date the
dividend is declared,

provided that not wore than 25 percent of the gross income of

1 the company paying the dividends is derived from interest and
dividends (other than interest derived in the conduct of a
banking or financing business and interest or dividends
received from subsidiary companies); and

b) 15 percent of the gross amount of the dividends in all other

cases.

This paragraph shall not affect the taxation of the company in respec!
of the profits out of which the dividends are paid.

i 3, The term "dividends" as used in this Article means income from

I shares, "jouissance" shares or "jouissance"” rights, mining shares,
founder's shares, or other rights, not being debt-claims, partici-
pating in profits, as well as income from other corporate rights which
is subjected to the same taxation treatwment as income from shares by
the laws of the State of which the company making the distribution ig

a resident,

beneficial owner of the dividends, being a resident of a Contracting

State, carries on business in' the other Contracting State, of which

|
i
i
l
] 4, The provisions of paragraph 1 and 2 shall not apply if the
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the company paying the dividends is a vesident, through a permanent

establishment situated therein, or performs in that other State

independent personal services from a fixed bhase situated therein, and

the holding in respect of which the dividends are paid is effectively
connected with such permanent establishment or fixed base. In such
case, the dividends are taxable in that other Contracting State
according Lo its own laws,

5, Where a company which is a resident of a Contracting State and not
a resident of the other Contractihg State derives profits or income
from the other Contracting State, that other State may not impose any
tax on the dividends paid by the company, except insofar as such
dividends are paid to a resident of that other State or insofar as tho
holding in respect of which the dividends are paid is effectively
connected with a permanent establishment or a fixed base situated in
that other State, nor subject the company's undistributed profits to o
tax on the company's undistributed profits, even if the dividends paid

or the undistributed profits consist wholly or partly of profits or

income arising in such other State,

Article 11
INTEREST

1, Interest arising in a Contracting State and paid to a resident of
the other Contracting State may be taxed in that other State,
2, However, such interest may alsc be taxed in the Contracting Statc
in which it arises and according to the laws of that State, but 1f tho
beneficial owner of the interest is a resident of the other
Contracting State, the tax so charged shall not exceed 15 percent of

the gross amount of the interest.

3, Notwithstanding paragraph 2, interest beneficially derived by

a) a Contracting State or an instrumentality wholly owned by th.

Stalte; or
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p) a resident of a Contracting State with respect tq debb obldigae
Lions guaranteed or insured by bthal Contracting State or by an
instrumentality wholly owned by that State
shall bé exempt from tax by the other Contracting State.
4.‘ The term "interest" as used in this Article means income from
Government securities, bonds, or debentures, whether or not secured by
mortgage and whether or not carrying a right to participate in
profits, and deht~claims of every kind as well as all other income
assimilated to income from money:lent by the taxation law of the State
in which the income arises.,
5, The provisions of paragraphs 1, 2, and 3 shall not apply if the
beneficial owner of the interest, being a resident of a Contracting
State, carries on business in the other Comntracting State in which C(he
interest arises, through a permanent establishment situated therein,
or performs in that other State independent personal services from a
fixed base situated therein, and the debt-claim in respect of which
the interest is paid is effectively connected with such permanent
establishment or fixed base., In such case, the interest is taxable in
that other Contracting State according to its own laws,
6. Interest shall be deemed to arise in a Contracting State when the
payer is that State itself, a political or administrative subdivision,
g local authority, or a resident of that State, Where, however, the
person paying the interest, whether he is a resident of a Contracting
State or not, has in a Contracting State a permanent establishment or
& fixed base in connection with which the indebtedness on which the
interest is paid was incurred, and such interest is borne by such
permanent establishment or fixed base, then such interest shall be

deemed to arise in the State in which the permanent establishment or

fixed base is situated.
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: 7, Where, by reason of a special relatibnsnlp petween tne payer and

the bunebivial owner or beltweon bolh of Chem and some obher person,

the amount of the interest, having regard to the debt-claim for which
it is paid, exceeds the amount which would have been agreed upon by
i% | the payer and the beneficial owner in the absence of such relation-
ship, the provisions of this Article shall apply only to the last-
F | mentioned amount. In such case, the excess part of the payments is

i ) taxable accouding to the laws of each Contracting State, due regard

2N being had to the othex provisions of this Convention.

Article 12
ROYALTIES

1. Royalties arising in a Contracting State and paid to a resident of

the other Contracting State may be taxed in that other State,

: ? 2, However, such royalties may also be taxed in the Contracting State

;% in which they arise and according to the laws of that State, but if

3% the beneficial owner of the royalties is a resident of the other

%% i Contracting State, the tax &0 charged shall not exceed:

;% § h : a) 5 percent of the gross amount of the royalties in respect of

?: ; , payments of any kind received as a consideration for the use
i of, or the right to use, any copyright of literary, artistic,

] ; or scientific work;

3 é b) 8 percent of the gross amount of the royalties in respect of
% payments of any kind received as a consideration for the use
; of, or the right to use, motion pictures and filwms, tapes or

other means of reproduction used for radio or television
) broadcasting;
< c) 10 percent of the gross amount of the royalties in all other

cases .,

B
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3, The term "royaltiaes" =s wurad in +hig Ariticle means payments of any
kind received as a consideration for Lthe use of, or Lhe right to use,
any copyrighlt of literary, avtistic, or scientific work including
motion pictures, £ilms, tapes or other means of reproduction used for
radio or television broadcasting, any patent, trademark, design or
model, plan, secret formula or process, or other like right or pro-
perty, or fox the use of, or the right to use, industrial, commercial,
or scientific equipment, or for information concerning industrial,
commercial, or scientific experience.

4, The provisions of paragraphs 1 and 2 shall not apply if the
beneficial owner of the royalties, being a resident of a Contracting
State, carries on business in the other Contracting State in which the
royalties arise, through a permanent establishment situated therein,
or performs in that other State independent personal services from a

fixed base situated therein, and the right or property in respect of

which the rovalties are paid is effectively connected with such per-
manent establishment or fixed hase. In such case, the royalties are
taxable in that other Contracting State according to its own laws,

5, Royalties shall be deemed to arise in a Contracting State when the
payer is that State itself, a political or adwinistrative subdivision,
a local authority, or a resident of that State. Where, however, the
person paying the royalties, whether he is a resident of a Contracting
State or not, has in a Contracting State a permanent establishment o
a fixed base in connection with which the obligation to pay the royal-
ties was incurred, and such royalties are borne by such permanent
establishment or fixed base, then such royalties shall be deemed to
arise in the State in which the permanent establishment or fixed basc
is situated. Notwithstanding the preceding provisions of this
paragraph, royalties with respect to the use of, or the right to use,

rights or property within a Contracting State may be deemed to arise

within that State.
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G, Where, by reason of a special relationship between the payer and
the benelicial owner or between bhoth of thew and some other person,
the amount of the royalties, having regard to the use, right, or
information for which they are paid, exceeds the amount which would
have heen agreed upon by the payer and the beneficial owner in the
absence of such relationship, the provisions of this Article shall
apply only to the last-mentioned amount, In such case, the excess
part of the payments is taxable according to the laws of each

Contracting State, due regard being had to the other provisions of

this ‘Convention,

Article 13
CAPITAL GAINS

1. Gains derived by a resident of a Contracting State from the
alienation of immovable property referred to in Article 6 (Income Lrow
Immovable Property) and situated in the other Contracting State may be
taxed in that other State,

2, Gains from the alienation of mavable property forming part of the
business property of a permanent establishment which an enterprise of
a Contracting State has in the other Contracting State or of movable
property pertaining to a fixed base available to a resident of a
Contracting State in the other Contracting State for the purpose of
performing independent personal services, including such gains from
the alienation of such permanent establishment (alone or with the

whale enterprise) or of such fixed base, may be taxed in that other
State,
3, Gains derived by an enterprise of a Contracting State from the
alienation of ships or aircraft operated by such enterprise in inter-

national traffic or of wmovable property pertaining to the operation of

such ships or aircraft shall be:taxable only in that State.
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4, Gains from the alienation of any property other than that referred
to in paragraphs 1, 2, and 3 shall he taxable only in the Contracting

state of whivh Lhe alienator is a resident.

Article 14
INDEPENDENT PERSONAL SERVICES
1. Income derived by an individual who is a resident of a Contracting
State from the performance of personal services in an independent
capacity shall be taxable only in that State unless such services are
performed in the other Contracting State and
a) the individual has a fixed base regularly available to him in
that other State for the purpose of performing his activities,
but only so much of the income as is attributable to that
fixed base may be taxed in that other State; or
b) the individual is present in that other State for a period or
periods aggregating more than 183 days in the fiscal year
concerned.
2, The term "personal services in an independent capacity" includes,
but is not limited to, scientific, literary, artistic, educational,
and teaching activities as well as independent activities of

physicians, lawyers, engineers, architects, dentists, and accountants.

Article 15
DEPENDENT PERSONAL SERVICES
1. Subject to the provisions of Articles 16 (Directors' Fees), 18
(Pensions, etc.), and 19 (Government Service), salaries, wages, and
other similar rémuneration derived by a resident of a Contracting
State in respect of an employment shall be taxable only in that State
unless the employment is exercised in the other Céntracting State. If

the employment is so exercised, such remuneraticn as is derived

therefrom may he taxed in that;other State.
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20 Notwithsltanding

the provisions ol paragraph 1, remuneration dJde-

rived by a resident of a Contracting State in respect of an employment

exercised in the other Contracting State shall be taxable only in the

first-mentioned State if:

a) the recipient is present in the other State for a period or
periods not exceeding in the aggreqgate 183 days in the fiscal
year concerned;

b) the remuneration is paid by, or on behalf of, an employer who
is not a resident of the other State; and

c)

the remuneration is not borne by a permanent establishment or
a fixed base which the employer has in the other State.
3. Notwithstanding the preceding provisions of this Article,
remuneration derived in respect of an employment regularly exercised

aboard a ship or alrcraft operated by an enterprise of a Contracting

State in international traffic shall be taxable only in that
Contracting State,

Article 16
DIRECTORS' FEES
Directors' fees and other similar payments derived by a resident
of a Contracting State in his capacity as a member of the board of

directors of a company which is a resident of the other Contracting

State may be taxed in that other State.

Article 17
ARTISTES AND ATHLETES
1. Notwithstanding the provisions of Articles 14 (Independent
Personal Services) and 15 {Dependent Personal Services), income

derived by a resident of a Contracting State as an entertainer, such

as & theatre, motion picture, radio, or television artiste, or

a




musician, o as an athlete, Tvam his personal activities as such
exercised in the okher Contracting State, may be taxed In thakt other
State, if:

a) the amount of the gross receipts derived by such entertainer
or athlete, including expenses reimhursed to him or borne on
his behalf, from such activities exceeds twelve thousand
United States dollars ($12,000) or its equivalent in Italian
lire lFor the fiscal year conqerned; or

b) such entertainer or athlete is present in that other State [lor
a period or periods aggregating more than 90 days in the
fiscal year concerned,

2, Where income in respect of activities exercised by an entertainer
or an athlete in his capacity as such accrues not to him but to
another person, that income may, notwithstanding the provisions of
Articles 7 (Business Profits), 14 (Independent Personal Services), and
15 (Dependent Personal Services), be taxed in the Contracting State in
which the activities of the entertainer or athlete are exercised. For
purposes of the preceding sentence, income of an entertainer or
athlete shall he deemed not Lo accrue to ancther person if it is
proved by the entertainer or athlete that neither he nor persons
related to him participate directly or indirectly in the profits of
such other person in any manner, including the receipt of deferred

remuneration, honuses, fees, dividends, partnership distributions, or

other distributions.

Article 18
PENSIONS, ETC,
1. Subject to the provisions of paragraph 2 of Article 19 (Government
Service), pensions and other similar remuneration beneficially derived

by a resident of a Contracting Btate in consideraticn of past

employment shall be taxable only in that State.
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2.

Annuitivs beneficially derived by a resident of a Contracting

State shall be Laxable only in that State. The term "annulties" as

used in this paragraph means a stated sum paid periodically at stated
times during life or during a specified number of years, under an
obligation to make the payments in return for adeguate and full
consideration (in money or money's worth).

3, Alimony and child support payments paid to a resident of a

Contracting State by a vesident of the other Centracting State shall

be taxable cnly in the first-mentioned State. However, such payments

ahall not be btaxable in either State if the person making such pay-

ments is not entitled to a deduction for such payments in the State of

which he 1s a resident., The term "alimony™ as used in this paragraph

means periodic payments wade pursuant to a written separation agree-

ment or a decree of divorce, separate maintenance, or compulsory

support, which payments are taxable to the recipient under the laws of

the S8tate of which he is a resident, The term "child support" as used

in this paragraph means perlodic payments for the support of a minor
child made pursuant to a written separation agreement or a decree of

divorce, separate maintenance, or compulsory support.

GOVERNMENT SERVICE

1, a) Remunerabtion, other than a pension, paid by a Contracting
State or a political or administrative subdivision or local
authority thereof to an individual in respect of services
rendered to that State or subdivision or authority shall be
taxable only in that State,

B)

However, such remuneration shall be taxable only in the other

Contracting State if the setvices are rendered in that State

and the individual is a resident of that State whoa:
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i) is a nakional of that State; or

ii) dJdid not become a resident of that State solely for the
purpose of rendering the services;

provided that the provisions of clause (ii) shall not apply to

the spouse or dependent children of an individual who is

receiving remuneration to which the provisions of subparagraph

(a) apply and who does not come within the terms of clause (1)

or (ii).

2, a) Any pension paid by, or out of funds created by, a Contracting
State or a political or administrative subdivision or local
authority thereof to an individual in respect of services
rendered to that State or subdivision or local authority shall
be taxable only in that State,

b) However, such pension shall be taxable only in the other
Contracting State if the individual is a resident and a
national of that State.

3. The provisions of Article 14 (Independent Personal Services), 15

(Dependent Personal Services), 16 (Directors' Fees), 17 (Artistes and

Athletes), or 18 (Pensions, etc.), as the case may be, shall apply to

remuneration and pensions in respeét of services rendered in connec-

tion with a business carried on by a Contracting State or a political

or administrative subdivision or a local authority thereof.

Article 20
PROFESSORS AND TEACHERS
1, A professor or teacher who makes a temporary visit to a Con-
tracting State for the purpose of teaching or conducting research at a
university, college, school, or other educational institution, or at a

medical facility primarily funded from govermmental sources, and who

is, or immediately before such visit was, a resident of the other




Contracting State shall, for a period nol exceeding two years, he
exempt from Lax in the ficst-mentlioned Contracting State in pespect of
remuneration from such teaching or research,

2. This Article shall not apply to income from research if such
research is undertaken not in the general interest but primarily for

the private henefit of a specific person or persons.,

Article 21
STUDENTS AND TRAINEES
Payments which a student or business apprentice (trainee) who is:
or imnediately before visiting a Contracting State was, a resident of
the other Contracting State and who is present in the first-mentioned
State exclusively for the purpose of his education or training
receives for the purpose of his maintenance, education, or training

shall not be taxed in that State provided that such payments arise

outside that State.

Articie-22

OTHER INCOME
1. 1Items of income of a resident of a Contracting State, wherever
arising, not dealt with in the foregoing Articles of this Convention
shall be taxable only in that State.
2. The provisions of paragraph 1 shall not apply to income, other
than income from immovable property as defined in paragraph 2 of
Article 6 (Income from Immovable Property), if the person deriving the
income, being a resident of a Contracting State, carries on business
in the other Contracting State through a permanent establishment
situated therein, or performs in that other State independent personal

services from a fixed base situated therein, and the right or property

in respect of which the income iB paid is effectively connected with
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such permancal ustablishment or fixed hase. In such case the items of

income are taxable in the other Contracting State according to its own

law.
Article 23
RELIEF FROM DOUBLE TAXATION
1. It is agreed that double taxation shall be avoided in accordance

with the fellowing paragraphs of this Article.

2, In accordance with the provisiods and subject to the limitations
of the law of the United States (as it may be amended from time to
time without changing the general principle herecf), the United States
shall allow to a resident or citizen of the United States as a credit
against the United States tax on income the appropriate amount of
income tax paid to Italy; and in the case of a United States company
owning at least ten percent of the voting stock of a company which is
a resident of Italy from which it receives dividends in any taxable
year, the United States shall allow as a credit against the United
States tax on income the appropriate amount of income tax paid to
Italy by that company with respect to the profits out of which such
dividends are paid., Such appropriate amount shall be based upon the
amount of tax paid to Italy, but shall not exceed the limitations of
the law of the United States (for the purpose of limiting the credit
to the United States tax on income from sources without the United
States)., Por purposes of applying the United States credit in rela-
tion to tax paid to Italy, the taxes referred to in paragraphs 2 (b)
and 3 of Article 2 (Taxes Covered) shall be considered to be income
taxes.. |

3, If a resident of Italy derives items of income which are taxable

in the United States under the Convention (without regard to paragraph

2(b) of Article 1 (Personal Séope)), Italy may, in determining its




income Laxes specified in Article 2 of this Convention, include in the
basis upon which such taxes are imposed the said items of income (un-
less specified provisions of this Convention otherwise provide). In
such case, Italy shall deduct from the Laxes so calculated the tax on
income paid to the United States, but in an amount not exceeding the
tax that would be due to the United States if the resident of Italy
were not a citizen of the United States, and not exceeding that pro-
portion of the aforesaid Italian tax which such items of income bhear
to the entire income. However, no déduction will be granted if the
item of income is subjected in Italy to a final withhelding tax by
request of the recipient of the said income in accordance with Italian
law. Por purposes of applying the Italian credit in relation to tax
paid to the United States the taxes referred to in paragraphs 2 (a)
and 3 of Article 2 (Taxes Covered) shall be considered to he income
taxes.
4, VFor purposes of the United States obligation to avoid double
taxation with respect to Italian tax under the preceding paragraphs of
this Article:
a) subjeckt to the provisions of subparagraph (b), except for
income or profits taxed by the United States solely by reason
of citizenship in accordance with paragraph 2 (b) of Article 1
(Personal Scope), income or profits derived by a resident of a
Contracting State (who is not a resident of the other
Contracting State) which may be taxed in the other Contracting
State in accordance with this Convention shall be deemed to
arise in that other Contracting State; and
b)' in the case of an individual who is a resident of Italy,
income or profits which may be taxed by the United States by
reason of citizenship ,in accordance with paragraph 2(bh) of

Article 1 (Personal Scdope) shall be deemed to arise in Italy

o -
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to the extent necessary to avoid double taxation, provided
Lhalk in no event will Cthe Lax paid CLo the United States be
less than the tax that would be paid if the individual were
not a citizen of the United States. The rules of this
subparagraph with respect to the source of income shall not
apply in determining credits against U.S., tax for foreign
taxes other than the taxes referred to in paragraphs 2b) and 3

of Article 2 (Taxes Covered).

Article 24

NON-DISCRIMINATION
1. Nationals of a Contracting State shall not be subjected in the
other State to any taxation or any requirement connected therewith,
which is other or more burdensome than the taxation and connected re-
quirements to which nationals of that other State in the same
circumstances are or may be subjected. This provision shall, notwith-
standing the provisions of Article 1 (Personal Scope), also apply to
persons who are not residents of one or both of the Contracting
States, However, for purposes of United States taxation, United States
citizens who are subject to tax on a worldwide bhasis are not in the
same circumstances as Italian nationals who are not residents of the
United States.
2. The taxation on a permanent establishment which an enterprise of a
Contracting State has in the other Contracting State shall not be less
favorably levied in that other State than the taxation levied on
enterprises of that other State darrying on the same activities., This
provisioﬁ shall not be construed as obliging a Contracting State to
grant to residents of the other State apny personal allowances, re-

liefs, and reductions for taxation purposes on account of civil status

or family responsibilities which it grants to its own residents,
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3. Except where the provisions of Article 9 (Associated Enterprises),
paragraph 7 ol Article Ll (Intecesl), or paragraph 6 of Avticle 12
(Royalties) apply, interest, royalties, and all other disbursements
paid by an enterprise of a Contracting State to a resident of the
other Contracling State shall, for the purpose of determining the tax-
able profits of such enterprise, be deductible under the same condi-
tions as if they had been paid to a resident of the first-mentioned
State.

4, Enterprises of a Contracting State, the capital of which is wholly
or partly owned or controlled, directly or indirectly, by one or more
residents of the other Contracting State shall not be subjected in the
first-mentioned State to any taxation or any requirement connected
therewith which is other or more burdensome than the taxation and
connected requirements to which other similar enterprises of the
first-mentioned State are or may be subjected.,

§. For purposes of this Article, this Convention shall apply to taxes
of every kind and description imposed by a Contracting State or a

political or administrative subdivision or local authority thereof.

Article 25

MUTUAL AGREEMENT PROCEDURE
1. Where a person considers that the actions of one or both of the
Contracting States result or will result for him in taxation not in
accordance with the provisions of this Convention, he may, irrespec-
tive of the remedies provided by the domestic law of those States,
present his case to the competent authority of the Contracting State
of which he is a resident or, if his case comes under Article 23
(Relief from Double Taxation) or paragraph 1 of Article 24 (Non=-

Discrimination), to the competent authority of the Contracting State

of which he is a naticnal. )




2, The competent authority shall endeavour, if the objection appe.. .
Lo ik to be jJustified and 1F it is nob dtsellf able to arrive al a
satisfaclory solution, to resolve the case by mutual agreement wilh
the competent authority of the other Contracting State, with a view Lo
the avoidance of taxation which is not in accordance with the
Convention.

3., The competent authorities of the Contracting States shall
endeavour Lo resolve by mutual agreement any difficulties or doubts
arising as to the interpretation'or application of the Convention.

4, The competent authorities of the Contracting States may
communicate with each other directly for the purpose of reaching an

agreement in the sense of the preceding paragraphs.

Article 26

EXCHANGE OF INFORMATION
1, The competent authorities of the Contracting States shall exchange
such information as is necessary for carrying out the provisions of
this Convention or of the domestic laws of the Contracting States
concerning taxes covered by the Convention insofar as the taxation
thereunder is not contrary to the Convention, and for the prevention
of fraud or Eiscal evasion. The exchange of information is not
restricted by Article 1 (Personal Scope). Any information receivwe hy
a Contracting State shall be treated as secret in the same manner us
information obtained under the domestic laws of that State and shall
be disclosed only to persons or authorities (including courts and
administrative bodies) involved in the assessment or collection of,
the enforcement or prosecution in respect of, or the determination of
appeals in relation to, the taxes covered by the Convention. Such
persons or authorities shall use the information only for such

purposes. They may disclose the information in public court

proceedings or in judicial decisions.




2, In no case shall the provisions of paragraph 1 be construed so as

to impose on a Centracting State the obligation:
a) to carry out administrative measures at variance with the laws

and administrative practice of that or of the other

Contracting State;

b} to supply information which is not obtainable under the laws
or in the normal course of the administration of that or of
the other Contracting State;

c¢) to supply information which would disclose any trade,
business, industrial, commercial, or professional secret or

trade process, or information, the disclosure of which would

be contrary to public policy {ordre public) .

Article 27

DIPLOMATIC AGENTS
AND CONSULAR OFFICIALS

Nothing in this Convention shall affect the fiscal privileges of
diplomatic agents or consular officials under the general rules of

international law or under the provisions of special agreements,

Article 28

ENTRY INTO FORCE
1. This Convention shall be subject to ratification in accordance
with the applicable procedures of each Contracting State and
instruments of ratification shall he exchanged at Washington as soon
as possible,
2, The Convention shall enter into force upon the exchange of
instruments of ratification and its provisions shall have effect:

in respect of tax withheld at the source, for amounts paid or

a)

credited on or after the first day of the second month

following the date on which this Convention enters into force,
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b) in respect of other taxes, for taxable periods beginning on or

after January 1 ol the year in which Ebis Copvenbtion enters

into force.
3, Bubject to the provisions of paragraph 4, the Convention for the
Avoidance of Double Taxation and the Prevention of Fiscal Evasion with

Respect to Taxes on Income, signed at Washington March 30, 1955, and

the exchange of letters concerning the application of the Convention

1965, for the Avoidance of Double Taxation and the

of March 30,
Prevention of Tiscal Evasion with Respect te Taxes on Income,

exchanged at Rome December 13, 1974, are terminated. Their provisions

shall cease to have effect for taxes for which the provisions of this
Convention have effect in accordance with paragraph 2.

4, Where any greater relief from tax would have been afforded by any

provision of the 1955 Convention than under this Convention, any such
provision shall continue to have effect for the first taxable period

with respect to which the provisions of this Convention have effect

under paragraph 2.

5. The arrangement between the United States and Italy providing for

relief from double income taxation on shipping profits effected by

exchange of notes dated March 10, 1926, and May 5, 1926, is

terminated.

Article-29
TERMINATION
This Convention shall remain in force until terminated by one of

the Contracting States, Either Contracting State may terminate the

Convention at any time after 5 years from the date on which this

Convention enters into force provided that at least 6 months' prior

notice of termination has been given through diplomatic channels., In

such event, the :Convention shall cease to have effect:



a) it vespect ol Lox withheld alb the source, for amounts paid o

credited on or after the first day of January next followiny
the expiration of the 6 months' period;

b) in respect of other taxes, for taxable Periods heginning on oy

aflter the first day of January next following the expiration

of the 6 months! period.

Done Ak Rome in duplicate, in the inglish and Italian languages,

the two texts having equal authenticity, this 1%4H day of
(\{'m.‘l r 109Gy .

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT QF THE

UNITER STATES QF AMERICA REPUBLIC OF ITALY
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PROTOCOL

The Government of the United States of America and the Government of
the Republic of Italy, desiring to conclude a Protocol clarifying and
supplementing the Convention for the avoidance of double taxation with
respect to taxes on income and the prevention of fraud or fiscal

evasion to he signed simultaneously with the signing of this Protocol,

have agreed upon the following provisions.
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Article 1
1. For purposes of paragraph 2(b) of Article 1 (Personal Scope) of
the Convention, the term "citizen" as applied to the United States
shall include a former citizen whose loss of citizenship had as one of
its principal purposes the avoidance of tax, but only for a period of
10 years following such loss,
2. The provisions of paragraph 2 of Article 1 (Personal Scope) of thoe
Convention shall not affect: - )
(a) the benefits conferred by a Contracting State under paragraph
14 of Article 1 of this Protocol to residents of the other
Contracting State who are nationals of that other State, even
if they are also nationals of the first-mentioned State:
(b) the bhenefits conferred by a Contracting State under Article 4
of this Protocol.
3. PFor purposes of paragraph 2(a) of Article 2 (Taxes Covered) of the
Convention, the Convention shall apply to the excise tax imposed by
the United States on insurance premiums paid to foreign insurers only
to the extent that the foreign insurer does not reinsure such risks
with a person not entitled to exemption from such tax under this or
any other Convention.
4, For purposes of paragraph 2 of Article 5 (Permanent Establishment)
of the Convention, a drilling rig or ship used for the exploration or
development of natural resources constitutes a permanent establishment
in a Contracting State only if it remains in that State for more than
180 days in a twelve month period.
5. Tor purposes of paragraph 1 of Article 8 (Shipping and Air
Transport) of the Convention, profits from the operation in
international traffic of ships or aircraft include:
(a) profits from the use,;maintenance, or rental of containers
(including trailers, barges, and related equipment for the

transport of containers) used for the transport in

international traffic of goods or merchandise; and




(by proVits derived From the vantal on o full bagis of ships ox
aircraft and profits derived from Lhe rental on a bareboat
basis of ships or aircraft, provided in the lattex case that
such vental profits are incidental to other profits from the
operation of ships or aircraft in international traffic.

6. For purposes of Article 8 (Shipping and Air Transpert) of the
Convention, and notwithstanding any other provision of the Convention,
profits which a national of the United States not resident in Italy or
a United States corporation derivesrfrom operating ships documented or
aircraft registered under the laws of the United States shall be
exempt from tax in Italy.

7. 1If, in accordance with Article 9 (Associated Enterprises) of the

Convention, a redetermination has been made by one Contracting State

with respect to a person, the other Contracting State shall, to the
extent it agrees that such redetermination reflects arrangements or
conditions which would be made between independent perseons, make the
corresponding adjustments with respect to persons who are related to
such person and are subject to the taxing jurisdiction of that other
State., Any such adjustment shall be wmade only in accordance with the
mutual agreement procedure in Article 25 (Mutual Agreement Procedure)
of the Convention and with paragraph 15 of Article 1 of this Protocol.
8. The provisions of Article 9 (Associated Bnterprises) of the
Convention shall not limit any provisions of the law of either
Contracting State which permit the distribution, apportionment, or
allocation of income, deductions, credits, or allowances between
persons owned or controlled directly or indirectly by the same
interests when necessary in order te prevent evasion of taxes or

clearly to reflect the income of any of such persons.

%0
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9., Wor purposes of paragraph 2 (a) of Article 10 (Pividends), tho
term "gubsidiary company" means a corporation in which the company
paying the dividends owns more than 50 percent of the voting stock.
10, Notwithstanding paragraph 2 of Article 12 (Royalties) of the
Convention, in the case of royalties derived with respect to tangible
personal (movable) property, the tax imposed by the Contracting Stale
in which such royalties arise may not exceed 7 percent of CLhe graos:
amount of such royalties.

11, For purposes of paragraph 1 of Article 13 (Capital Gains) of the
Convention:

(a) the term "immovable property"”, in the case of the United
States, includes a United States real property interest; and

(b) the term "immovable property"” in the case of Italy includes:
(1) immovable property referred to in Article 6;

(ii) shares or comparable interests in a company or other
body of persons, the assets of which consist wholly o
principally of real property situated in Italy; and

(iii) an interest in an estate of a deceased individual, the
assets of which consist wholly or principally of real
property situated in Italy.

(c) property described in subparagraph (a) of this paragraph shall
be deemed to be situated in the United States and property
described in subparagraph (b) of this paragraph shall be
deemed to be situated in Italy.

12, For purposes of paragraph 3 of Article 13 (Capital Gains) of lhe
Convention, gains derived by an enterprise of a Contracting State i:om

the alienation of ships or aircraft operated by such enterprise in

international traffic include:
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(a) gains from Lthe alienation of containers (ineluding trailers,
barges, and related equipment for the transport of containers)
used for the transport in international traffic of goods or
merchandise: and

(b) gains from the alienation of ships or aircraft rented on a
full basis or gains from the alienation of ships or aircraft

rented on a bareboat pasis 1f, in the latter case, rental

prolits were incidental to -other profits from the operation of

ships or aircraft in international traffic.

13. Directors' fees and other similar payments derived by a resident

of a Contracting State which are described in Article 16 (Directors'

Fees) of the convention may be taxed in the other Contracting State

only to the extent that the fees and other payments are attributable

to services per formed in such other State.

14. With respect to Article 18 (Pensions, etc.) of the Convention, it

is agreed that social security payments and similar public pensions

not covered by Article 19 (Government Service) of the Convention are

covered by Paragraph 1 of said Article 18 (Pensions, etc.).

15, With respect to Article 25 (Mutual Agreement Procedure) of the

Convention, it is understood that an adjustment of taxes pursuant to

that Article may he made only prior to the final determination of such

taxes. It is further understood that, in the case of Italy, the

preceding sentence means that invoking the mutual agreement procedure

does not relieve a taxpayer of the obligation teo initiate the

procedures of domestic law for resolving tax disputes.

16. Fbr purposes of Article 26 (Exchange of Information) of the

Convention, the Convention shall apply to taxes of every kind imposed

by a Contracting State, but only insofar as the information is
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ralavanl to the assessment ol buxes covered by dcbicle 2 (Taxes
Covered) of the Convention., It is understood that appropriate United
States Congressional Committees and the General Accounting Office
shall be afforded access to the information exchanged under the
Convention where such access is necessary to carry out their oversight
responsihilities, subject only to the limitations and procedures of

the Internal Revenue Code.

Article 2
1. A person {(other than an individual) which is a resident of a
Contracting State shall not be entitled under this Convention to
penefits provided in Articles 7 (Business Profits), 10 (Dividends), 11
(Interest), 12 (Royalties), 13 (Capital Gains) or 22 (Other Income)
unless
(a) more than 50 percent of the beneficial ownership of such

person (or in the case of a company, more than 50 percent of

the number of shares of each class of the company's shares) is

owned, directly or indirectly, by any comkination of one ox

more of:

{1 individuals who are residents of the United States;

(ii) citizens of the United States;

(1ii) individuals who are residents of Italy;

(iv) companies as described in sﬁbparagraph (b); or

(V) the Contracting States; or

(b) it is a company in whose principal class of shares there is

substantial and regular trading on a recognized stock

exchange.
2, Paragraph 1 shall not apply unless the competent authority of 1%

other Contracting State determines that either the establishment,

acquisition or maintenance of such person or the conduct of its




operations had as a principal purpose obtaining benefits under Lhe

Convention.
3, For the purpose of subparagraph (1)(b), the term "a recognized
stock exchange" means:

(a) the NASDAQ System owned by the National Association of
Securities Dealers, Inc. and any stock exchange registered
with the Securities and Exchange Commission as a national
securities exchange for ‘the purposes of the Securities
Exchange Act of 1934,

(b) any stock exchange constituted and organized according to
Italian laws; and

{c} any other stock exchange agreed upon by the competent

authorities of the Contracting States.

Article 3
The Convention shall not restrict in any manner any exclusion,

exemption, deduction, credit, or other allowance now or hereafter

accorded--
{a) by the laws of either Contracting State, or

(b} by any other agreement between the Contracting States.

Article ¢4
It is agreed that a United States citizen resident in Italy who is
a partner of a partnership that is a national of the United States
shall be entitled to a refundable credit against that partner's
individual income tax (1l'imposta sul reddito delle persone fisiche)
imposed by Italy for the taxable period equal to the portion of the

corporation income tax (l'imposta sul reddito delle perscne
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giuridiche) imposed by Italy for the same period on the partnecship
that is atitributable to that partner's share of the partnership

income.,

Article 5

Taxes withheld at the source in a Contracting State at the rates
provided by domestic law will be refunded by request of the taxpayer
if the right to collect the said taxes is limited by the provisions of
the Convention. Claims for refund, which shall be made within the
time limit fixed by the law of the Contracting State which is obliged
to make the refund, shall be accompanied by an official certificate of
the Contracting State of which the taxpayer is a resident certifyiny
the existence of the conditions required for being entitled to the
benefits provided for by the Convention, This provision shall not be
construed to prevent the competent authority of each Contracting State
from establishing other modes of application of the benefits provided

for by the Convention,

Article 6

Each of the Contracting States may collect on behalf of the other
Contiacting State such amounts as may be necessary to ensure that
relief granted by the Convention from taxation imposed by such other
State does not enure to the benefit of persons not entitled thereto.
The preceding sentence shall not, however, impose upon either of the
Contracting States the obligation to carry out administrative measur.
which are of a different nature from those used in the collection ol

its own tax, or which would be contrary to its sovereignty, security,

or public policy.




Article ¥

l. This Protocol shall be subject to ratification in accordance

wilth

the applicable procedures of each Contracting State, and instrumentis

of ratification shall be exchanged at Washington,

2, The Protocol shall enter into force upaon the exchange of instig-

ments of ratification and shall thereafter have effect in accordanco

with Article 28 of the Convention,

Article g
This Protocol shall remain in force as long as the Convention

between the United States of America and Italy for the avoidance of

double taxation with respect to taxes on income and the pPrevention of

fraud or fiscal evasion of this date shall remain in force.

bPone at Rome in duplicate, in the English and Italian languages,

the twe texts having equal authenticity, this Li‘&’ day of {nwﬂly' e
1984,

FOR THE GOVERNMENT OF THE
UNITED STATES OF AMERICA

Moyl W, Rty

FOR THE GOVERNMENT OF
THE REPUBLIC OF ITALY
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Excellency;

I have the honor Lo refer to the Convention and
Protocol baetween Ttaly and the United States of
Aerica for the aveidance of double taxation with
respect to taxes on income and the prevention of
fraud or fiscal evasion, signed téday at Rome, and I
should like to state on behalf of the Government of
the Republic of Italy our understanding with respect
to an important unresolved issue. It is the position
of the Government of Italy that the so-called
"unitary apportionment" method used by certain states
of the United States to allocate income to the United
States offices or subsidiaries of Italian companies
results in inequitable taxation and imposes éxcessive
adwinistrative burdens on Italian companies doing
business in those states. Under that method, the
profit of an Italian company on its United States

business is not determined on the basis of arm's

The Honorable
Maxwell M, Rabb

Embassy of the United States of America

Rome




lengbh relabions but is dorived frow a formula taking
account of the income of the Italian company and its
worldwide subsidiaries as well as the assets,
payroll, and sales of all such companies, TFor an
ITtalian multinational company with many subsidiaries
in different countries to have to submit its books
and records for all of these companies to a United

States state in English imposes a costly burden.

It is understood that the Senate of the United
States has not consented to any limitation on the

taxing jurisdiction of the states by treaty and that

a provision which would have restricted the use of
unitary apportionment in the case of United Kingdam
corporations was rejected by the Senate. The
Government of Italy continues to be concerned about
this lssue as it affects Italian multinationals. If
an acceptable provision on this subject can be
devised, the United States agrees to reopen

discussions with Italy on this subject.

It is further understood that in the event the
methods of taxation employed by states of the United
States should change after today's date in such a way
as to have a substantial negative effect upon Italian
residents, Italy reserves the right to reopen

dlscussions with the United States.

B T——
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It is further understood that if any State or

locality of the United States imposes tax on profits
%j; of enterprises of Italy from the operation in
international traffic of ships ow ailrerafit, Italy may
impose its local incowe tax (ILOR) on such profits of
enterprises of the Upnited States, notwithstanding
subparagraph 2(b) (iii) of Artible 2 (Taxes Coverad)

and Article 8 (Shipping and Air Transport).

I have furthermore the honor Lo preopose that the
present Note and Your Exéellency‘s reply confirming
the acceptance by the Government of the United States
of America of the above proposals shall be regarded
as canstituting an agreement between the two

Governments concerning the matters above mentioned,

Accept, Excellency the renewed assurances of my

g

highest consideration.

e i

April 17, 1984

Y g
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EMBASSY OF THE
UNITED STATES OF AMERICA

Excellency:
I have the honor to acknowledge receipt of your

letter of today's date which reads as follows:

"Excellency:

I have the honor to refer to the
Convention and Protocol between Italy and the
United States of America for the avoidance of
double taxation with respect to taxes on
income and the prevention of fraud or fiscal
evasion, signed today at Rome, and I should
l1ike to state on behalf of the Government of
the Republic of Italy our understanding with
respect to an important unresolved issue, It
is the position of the Government of Italy
that the so-called 'unitary apportionment'
method used by certain states of the United
States to allocate income to the United States
offices or subsidiaries of Italian companies

llis Excellency

Giulio Andreotti

Minister of Foreign Affairs of

Italy
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results in inequitable taxation and imposes
axcessive administrative burdens on Ttalian
companies doing business in those states,
Under that method, the profit of an ltalian
company on its United States business is not
determined on the basis of arm's length
relations but is derived from a formula taking
account of the income of the Italian company
and its worldwide subsidiaries as well as the
assets, payroll, and sales of all such
companies., TFor an Italian multinational
company with many subsidiaries in different
countries to have to submit its bocks and
records for all of these companies to a United
States state in English imposes a costly
burden. :

"It is understood that the Senate of the
United States has not consented to any
limitation on the taxing jurisdiction of the
states by treaty and that a provision which
would have restricted the use of unitary
apportionment in the case of United Kingdom
corporations was rejected by the Senate. The
Government of Italy continues to be concerned
about this issue as it affects Italian
multinationals, If an acceptable provision on
this subjsct can be devised, the United States
agrees to reopen discussions with Italy on
this subject.

"It is further understood that in the
event the methods of taxation employed by
states of the United States should change
after today's date in such a way as to have a
subsantial negative effect upon Italian
residents, Italy reserves the right to reopen
discussions with the United States.



nTt is further understood that if any Statse
or locality of the United States imposes tax on
profits of enterprises of Italy from the
operation in international traffic of ships or
aircraft, Italy may impose its local incame tax
(ILOR) on such profits of enterprises of the
United States, notwithstanding subparagraph 2(b)
(iii) of Article 2 (Taxes Covered) and Article 8
{shipping and Air Transport).

*T have furthermore the honor to propose that
the present Note and Your Excellency's reply
confirming the acceptance by the Government of
the United States of America of the above
proposals shall be regarded as constituting an
agreement between the two Governments concerning
the matters above mentioned,

Accept, Excellency the renewed assurances of
my highest consideration,"

I have the honor to inform you that the -
Government of the United States of America is in

agreement with the above propoals.

Accept, Excellency the renewed assurances of my

highest conaideration.

AJ\¢L7LL«rtJli— ﬁAJtv VEaa;£»é~ n

April 17, 1984 '
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States. Either State may terminate the Convention
after it has been in force for five years by giving
at least six months' notice through diplomatic
channels.

A technical memorandum explaining in detail the
provisions of the Convention is being prepared by the
Department of the Treasury and will be submitted
separately to the Senate Committee on Foreign
Relations.

The Department of the Treasury, with the
cooperation of the Department of State, was
primarily responsible for the negotiation of this

Convention. It has the approval of both Departments.

Respectfully submitted,
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